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Commissioner Dave Goetz, Finance & Administration

Re: Net Lottery Proceeds for Fiscal Year 2009
Dear State Funding Board Members:

The Tennessee Education Lottery Corporation (“TEL”) is hereby providing
notification of its determination that an amount that maximizes net lottery proceeds

~ to the State of Tennessee Lottery for Education Account is less than thirty-five

percent (35%) of lottery proceeds for fiscal year 2009. The reasons for this
determination are as follows:

(1) The TEL offers two types of lottery products—instant tickets and on-
line games. Instant tickets have been the more popular and have thus far
generated 74.6% of the TEL’s revenues during the 2009 fiscal year, The
prize payout percentage for instant tickets, however, is substantially
higher than for on-line games. As a result the overall prize payout for all
games is higher, thereby reducing the projected percentage of net
proceeds to total sales to 27% for fiscal year 2009.

(2) The TEL must continue to be in a competitive position with its border
states that operate lotteries. Attached is information that indicates that
the TEL currently has the lowest prize payout, as compared to
‘contiguous states, as well as one of the lowest payout of any of the 16
better performing lotteries.

(3) As the TEL continues to mature the average price point of instant tickets
sold will continue to increase, Higher price point tickets carry higher
prize pay-out percentages adding to the propensity of prize payouts to
increase. :

(4) The most obvious alternative for increasing the percentage of return is
to reduce the current prize payout percentage for instant tickets. All
empirical evidence indicates that a significant reduction in payout will
result in a reduction in sales and a corresponding reduction in net
proceeds. To the contrary, the experience of other states indicates that



increasing the percentage of the prize payout will result in increased
sales and more importantly, increased net proceeds.

(5) The TEL’s statutory mission is to maximize the dollars available for the
education programs. funded by the corporation. The Tennessee
Education Lottery Implementation Law (“Act”) at TCA §4-51-111(a)(3)
provides the corporation with the ability to make a determination that
returning a specific percentage of sales as net proceeds (35%) would not
result in the maximum amount of net proceeds being achieved.

(6) In accordance with Article XI, Section 5 of the Constitution of the State
of Tennessee, the Tennessee Lottery is defined as a state lottery of the
type in operation in Georgia, Kentucky and Virginia. Over the last four
fiscal years these lotteries have returned average net proceeds as
follows: Georgia 27.7%; Kentucky 25.3%; and Virginia 32.4%.

Attached are detailed comparisons and analysis of prize payout information for the
sixteen (16) top performing states in per capita instant ticket sales. If after
reviewing this information you have any quesuons please do not hesitate to contact
us for further dlscussmn

We continue to take very seriously our statutory charge to increase the net proceeds
of the Tennessee Education Lottery Corporation. We believe this determination is
consistent with that charge

Sincerely,

Rebecca Paul Hargrove, President & CEO

Tennessee Education Lottery Corporation
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ce! Governor Phil Bredesen
Jim Hill, Chairman Tennessee Education Lottery Corporation
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